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Abstract 
Background: Saving level in Ethiopia is very low and little is known empirically about its patterns and 
determinants. Therefore, this study is aimed at analysis of saving pattern of rural households in Guduru districts. 
Methods: Primary data were collected from the two districts.196 respondents from Guduru districts using 
multistage sampling techniques. Results: The study showed that 35.20, 34.69 and 30.10 % of Guduru sample 
household saves in kind, in cash and both in kind and in cash respectively. Multinomial regression model revealed 
that social and religious expenditures, distance to market, and distance to financial institutions had negative and 
significant effect on cash saving of household while dependency ratio had negative and significant effect on both 
in kind and in cash saving also information access and age of household head had positive effect. Conclusion: The 
pattern of the nature of saving is an important factor in determining whether the saved amount is utilized for 
productive purpose or not. This study indicated that rural households’ areas mainly use physical forms of saving. 
However, this saving in physical form in study areas was not assessed by formal financial system of the country. 
Therefore, the study recommends physical saving of household’s should be accessed and encouraged to expand 
gross domestic saving of the country. 
Keywords: Household’s Saving, Saving Pattern, Guduru District, Multinomial Logistic Regression, Oromia, 
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Backgrounds 
Saving have not only been described as a key financial and economic issue but also represent a fundamental 
deriving force of economic growth and development at large. At micro level, saving serves to mobilize financial 
resources as capital to start up new or expand existing business. When the concept of micro level is linked to the 
macroeconomic level, saving mobilization is an avenue for increased capital accumulation, meeting households’ 
basic needs in times of income shortages, meeting precautionary demands for money balances and promoting 
investment of individuals, firms and government which lead to increase national output, economic growth and 
development (Mankiw, 2001). 
Saving is one of the important variables for economic development that has emerged as the central issue in 
developing countries at least for two reasons. First, foreign aid inflow to the developing economies has declined 
during recent years. Second, saving positively affects the growth and development. The greater is the saving rate, 
the higher is the growth rate a country can attain. For economic development, growth is a must which cannot be 
achieved without investment or capital accumulation and saving through investment plays vital role in this process 
(Pollet, 2009). 
Saving is very important component which is responsible for combating or meeting any emergency accrued 
by individuals, households or any corporate agencies. Ethiopia is developing country whose rural households are 
poor in formal financial institutions, infrastructures and other social service. In rural area, household are farmers 
so that they save their annual income through crop, livestock and other assets. This may be because of non 
availability of financial institutions near their residence, market problem, infrastructures such as road, 
transportation and other related problems (Girma et al., 2013). 
They also found evidence that the urban-rural differences in bank use has negligible which suggests that 
formal finance is not primarily restricted to urban households in Pakistan. But Kulikov et al. (2007) analyzed the 
determinants of saving on demand side. Making distinction between regular and temporary household income 
allows the authors to put forward the role of income variability and the different forms of household assets in 
transition economy (Estonia). Their analysis is based on data from household budget surveys. As in many empirical 
studies shows, they found that saving rates depend more on transitory income than regular income.  
The present study is aimed to; 
• To identify the marginal effects and directions of factors of saving patterns; 
• To identify determinants of savings in rural households of the district 
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Methods 
Study Area 
This study was undertaken in district of Oromia national regional state, called Guduru which is one of the district 
in the Oromia region of Ethiopia. Part of the Horo Guduru Wollega Zone, Guduru district is bordered on the south 
by Jimma Rare, on the southwest by Jimma Horo, on the west by Lake Fincha, on the Northwest by Abbay Chomen, 
on the North by the Hababo Guduru, and on the East by the Guder River which separates it from Shewa Zone.This 
district has latitude and longitude of 09°32′N and 37°30′E respectively with an elevation of 1969 meters above sea 
level and the area receives 800-1200 mm of rainfall per year. The 2007 national census reported a total population 
for Guduru District to be 98,084 people, of whom 48,848 were men and 49,236 were women; about 6,504 or 6.63% 
of its population were urban dwellers (GSCS, 2014). 
 
Data Types, Source and Method of Data Collection 
The study was conducted based on both primary and secondary data. The primary data was collected from selected 
districts whereas secondary data includes list of households and documented background of households. Data had 
been collected from selected area using questionnaire administered to households interviewed through trained 
enumerators starting from February to March 2015. Open and close ended questions were used to allow collection 
of sufficient information through the language of the households.  Multistage random sampling technique has been 
implemented to explore the saving pattern of the districts, sample kebeles and sample households. From the 
sampling techniques (Cochran, 1977), the sample size is given as, 
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The data were analyzed and presented using both descriptive and inferential statistics. Descriptive statistics 
includes tabulations, averages, frequencies, percentages, mean, standard deviations, student’s t-tests and chi square 
test were run using STATA 11 Statistical software package. Based on the objectives of the study and the 
characteristics of the variables, two types of models are used. These are: Multinomial logistic regressions and 
multiple linear regressions models. Multinomial logistic regression is used to show saving patterns of rural 
households in the two districts. In this case the dependent, categorical response variable were saving pattern of the 
rural households which is a polychromous and model is used to show the saving patterns and variables expected 
to affect it while multiple linear regression models were used to identify the determinants of annual saving amounts 
of rural households. 
 
Multinomial Logistic Regression Models 
Categorical data are data on dependent variable that can fall in to one of mutually exclusive categories. The 
econometrics literature focus on modeling a single outcome from categories those are mutually exclusive, where 
the dependent variable outcome must be multinomial distributed. Analysis is not straight forward, however 
because there are many different models for the probabilities of the multinomial distribution. These models vary 
according to whether the categories are ordered or unordered, whether some of the individual-specific regressors 
vary across the alternatives categories and in some setting, whether the model is consistent with the utility 
maximization. 
Suppose that the utility to a household of an alternative j is j
iU
, where j = 0, 1, 2,…, J from the decision 
makers’ perspective, the best alternative is simply the one that maximizes net private benefit at the margin. In other 
words, household i will choose saving pattern j if and only if j
iU
> ik
U
, ∀j ≠ k. It is important to note that 
household’s utility cannot be observed in practice. What a researcher observe are the factors influencing the 
household’s utility such as household and personal characteristics and attributes of the choice set experienced by 
the household. Based on McFadden (1978), a household’s utility function from using alternative j can be expressed 
as follows: 
Journal of Economics and Sustainable Development                                                                                                                        www.iiste.org 
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) DOI: 10.7176/JESD 
Vol.10, No.3, 2019 
 
25 
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Where, is the overall utility,is an indirect utility function and 
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 is a random error term. The probability 
that the household i select alternative j can be specified as: 
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Assuming that the error terms are identically and independently distributed, the probability that household chooses 
alternative j is explained as follow (Greene, 2003): 
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Where, j
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is a vector the ith households facing alternative j, j
β
 is a vector of regression parameter estimates 
associated with alternative j. From equation above, we can adapt the MNL model fitting to this study as follows: 
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The coefficients of explanatory variables on the omitted or base category are assumed to be zero. The probability 
that base category will be chosen can be shown as follows: 
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Rural household Yi choose one of the saving patterns which are saving in kind, in cash or both in kind and in cash. 
Since these saving patterns are mutually exclusive and independent, exactly one of y0, y1,…,yJ will be non-zero. 
Maximum likelihood estimation is the method used to calculate the logit coefficients. MLE seeks to maximize log 
likelihood, which reflects how likely it is (the odds) that the observed values of dependent may be predicted from 
the observed values of the independents. 
Hausman Test: MNL model is only applicable if the conditions of Independent Irrelevant Alternative assumption 
is fulfilled (Greene, 2003). IIA implies that the decision between two alternatives is independent from the existence 
of more alternatives. The validity of IIA assumption is tested using Hausman specification test.  
                                   X2 =	( − )( − )

( − )     
With X2(K), Where K = rows( − ) where, s indicates estimators based on the restricted (constrained) subsets, 
f indicates estimators based on the full set of choices. Therefore, 	 !	are the respective coefficients, and 
	 !		are the respective estimated covariance matrices. 
Marginal Effects: For unordered multinomial model, there is no single conditional mean of the dependent variable, 
instead there are J alternatives, and we model the probabilities of these alternatives. Interest lies in how these 
probabilities change as regressors change. 
 
Jjpppp
x
p
ijijj
J
j ijjijj
i
ij
j ...,,1,0],[)])(([ 0 =−=−==∂
∂
= ∑ = ββββδ
 
  
Journal of Economics and Sustainable Development                                                                                                                        www.iiste.org 
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) DOI: 10.7176/JESD 
Vol.10, No.3, 2019 
 
26 
Saving Patterns for Guduru Rural households 
Table 1.  Parameter Estimates and Marginal Effects for Saving Patterns of Households in Guduru District 
Variables In cash saving Saves both in kind and in cash 
    dy/dx Coef. Std. Err.   Z P>|z|       dy/dx     Coef.   Std. Err.     Z P>|z| 
EXPEND -.000060 -.000262 .0001291 -2.03 0.043  .000022 .0000191 .0001428 0.13 0.894 
AGEHH .0099617 .034715 .0157553 2.20 0.028 -.006708 -.0173169 .0183447 -0.94 0.345 
DRATIO -.066649 .0062535 .2662413 0.02 0.981 -.130053 -.68995 .282513 -2.44 0.015 
DMRKT -.001097 .101301 .0386465 2.62 0.009 .0382792 .254938 .0435081 5.86 0.000 
SEX* -.044677 -.043204 .7619607 -0.06 0.955 .0690715 .3757307 .8818053 0.43 0.670 
EDUCAN .0592967 .1715495 .1889127 0.91 0.364 -.052458 -.1875316 .228949 -0.82 0.413 
TLU -.007162 -.023163 .0271813 -0.85 0.394 .0054648 .0167765 .0295684 0.57 0.570 
MEMMICRO* -.064097 -.530602 .406306 -1.31 0.192 -.066411 -.6288344 .4541131 -1.38 0.166 
LAND .0083875 .0369964 .0969672 0.38 0.703 -.002874 .0041161 .137629 0.03 0.976 
CREDIT* .009582 .099696 .4488579 0.22 0.824 .0531984 .328151 .4867895 0.67 0.500 
INFO* .2841228 1.53121 .4566428 3.35 0.001 -.020603 .7616982 .5146259 1.48 0.139 
DSINST. -.028224 -.106376 .044296 -2.40 0.016 -.016141 -.029758 .0540455 -0.55 0.582 
CDAS .013170 -.203932 .4272943 -0.48 0.633 -.047567 -.3574926 .4713846 -0.76 0.448 
AE -.009149 .0218259 .0877066 0.25 0.803 .02534 .145177 .0948814 1.53 0.126 
-CONS - -4.53305 1.774795 -2.55 0.011 - -3.42406 1.843146 -1.86 0.063 
 Number of obs = 196,  LR chi2(28) = 111.76, Prob > chi2 = 0.0000, Log likelihood =  -157.9138 ,  Pseudo R2 = 0.2614 
 y  = Pr(saving pattern = saves in cash) (predict, outcome(1)) =  .38908545  
 y  = Pr(saving pattern = saves in kind and in cash) (predict, outcome(2)) =  .25381361  
(*) dy/dx is for discrete change of dummy variable from 0 to 1 
Source: Own computation from survey data, 2015. 
 
Results and Discussions 
Expenditure on Social and religious celebration(EXPEND): In Guduru sample households, celebration of 
social and religious influence the choice of cash saving  negatively and significantly at 5% level of significance 
for the district. The likelihood of household to save in cash decreases by 0.006% when household increases the 
expenditures for celebration of social and religious annually. 
Age of household head (AGEHH): Age of household head is positive and significant at 5% level of significance. 
Given all variables in the model held constant, the likelihood of the household head to choose financial saving 
option as compared to the base outcome (saving in kind) was 0.99% when age of household head increase by one 
year for Guduru  rural households. This result is in line with (Teshome et al., 2013) whose study indicated that as 
household’s age increases by one year the likelihood to save in cash is 1.1% this because giving the value for cash 
resource increase with age. 
Distance to the main market center (DMRKT): Household’s home distance from the main market center also 
has an effect on the saving pattern of the rural households at 1% level of significance. Keeping other variables 
constant the likelihood of household choice to saves in cash decreases by 0.11% as distance between the residence 
of household and market center increases by one kilometer but as distance increases with the same amount the 
likelihood of saving both in cash and in kind increases by 38.2% (Table 1). 
Access to information (INFO): This was found to have positive and highly significant at 1% level of significance 
to influence on decision to use in cash saving (Table 1). Given all variables in model kept constant, the likelihood 
of household head choice of in cash saving increases by 28.4% relative to bench mark (Table 1). This implies that 
household’s saving in cash form increases as their access to information increases since knowledge about the use 
of financial institutions improves advantage of financial saving. The study is similar with (Rogg, 2000) who stated 
that Medias like radio and mobile plays a great role in advertizing on what to save, how to save and where to save. 
Distance to saving institution (DSINST): Distance from saving institution was found to have negative and 
significant at 5% level of significance. Given all variables kept constant, the likelihood of the household choice of 
in cash saving relative to the base category decrease by 2.8% when the distance between household residence 
home and saving institution increases by one kilometer (Table 1). This implies that as the household residence far 
from the saving institution, households prefer another saving mode other than in cash form which is in kind form 
of saving. The study is in line with (Adeyemo, 2010) who stated transaction cost limit saving pattern. 
Dependency ratio (DRATIO): The study revealed that dependent members were negatively and significantly 
affects the choice of in kind and in cash saving of rural households. The likelihood of the household to save both 
in kind and in cash decreases by 13.0% relative to the base category (saving in kind) as one more dependent 
member will be added to the member.  
 
Limitation of the study  
Oromia region has wide range of diverse agro-ecologies, institutional capacities, organizations and environmental 
conditions, the result of the study may have limitations to make generalizations and make applicable to country as 
a whole. However, it may be useful for areas with similar context with the study areas. 
Conclusions: Results obtained for Guduru rural households’ data using multinomial logistic regression revealed 
that factors like expenditure on Social and religious celebration influences the choice of cash saving negatively at 
5% level of significance. The likelihood of household to save in cash decreases by 0.006% when household 
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increases the expenditures for celebration of social and religious once. The study revealed that age of household 
head was positively and significantly affecting cash saving of household. It is shown from result, much of sample 
household head were middle age group and lifecycle theory tells that saving is high at middle age groups since 
they get much income during that period and expecting that their income will decline soon latter they save in cash. 
Household’s home distance from the main market center also has a negative effect on in cash saving of rural 
households at 1% level of significance. Keeping other variables constant, the likelihood of household choice to 
saves in cash decreases by 0.11% as distance between the residence of household and market increases by one 
kilometer but as distance increases with the same amount the likelihood of saving both in cash and in kind increases 
by 38.2%.  
Access to information was found to have positive and significant influence on in cash saving of households. 
This implies that household head that has access to information increases his or her in cash saving as information 
improves their knowledge about the use of financial institutions through media like television, radio, mobile, and 
other information source.  
Another factor affecting saving option of household is that distance from financial saving institutions. 
Distance from saving institution was found to have negative and significant effect on financial saving of rural 
households because of transaction costs they pay and also farness from the information about saving institution. 
Also the study revealed that dependent members were negatively and significantly affecting the choice of in kind 
and in cash saving of rural households. The likelihood of the household to save both inkind and in cash decreases 
by 13.0% relative to the base category (saving in kind) as one more dependent member will be added to the member.  
Recommendation: The recommendations or policy implications drawn from this study were based on descriptive 
statistics and econometric models that identify significant variables from the analysis of the data. The pattern of 
disposition of saving is an important factor in determining how the saved amount is utilized for productive purposes. 
The proportion of household saving in cash determines the channelization of saving for investment in other sectors 
of the economy. The volume of investment of saving in physical assets determines the productivity and generation 
of income in that sector itself. The following recommendation should be given to the respective district: 
Government through the Bank of Ethiopia need to pursue favorable policies and regulations to enable 
financial service providers to broaden their scope of coverage by opening more branches, collaborating with rural 
and localized banks specially in Guduru district. This will also encourage financial institution to implement 
personal service provision to enhance the savings and investment functions in the area. Government and individual 
financial institutions need to consider providing facilities to household heads in order to augment their effort to 
acquire these assets by constructing roads, media and different infrastructures. Lastly, financial institutions should 
encourage households to save with them because when people have commitment to financial institutions 
encourages them to save to free themselves. Government and the District Assemblies should intensify engagement 
with community in the districts through sensitization, mobilizations and educational programmes for communities 
to see the need to discipline their spending on socio-cultural events and how savings can help them even in times 
of financial depression. 
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